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“Show me the money” was one of the more memorable 

movie lines of recent times. As dividend focused 

investors, we are particularly drawn to that quote from 

Jerry Maguire, as it speaks to the heart of our 

investment philosophy. Displaying proof of business 

profitability and net positive liquidity goes a long way in 

enhancing corporate survivability, along with 

shareholder wealth. Consider the circumstances of Tesla, 

a highly visible and much-discussed company now 

boasting a whopping $59 billion market cap.  The 

groundwork for future profits is being laid in the areas 

of space exploration, energy storage, hyper loop trains, 

and electric cars.  While the stock price is exciting to 

watch, investing in Tesla is a high risk/reward 

proposition. Tesla has never earned a profit, and the 

financial success of the company is far from guaranteed. 

Startup costs for competing against entrenched  

automotive firms, developing satellite rockets, and 

building pressurized train tubes in the deserts of Nevada, 

are not miniscule. Research and overhead expenses have 

consumed revenues from the auto segment, with fresh 

capital from new investors required to fund the ever- 

expanding cookie jar of Elon Musk’s ideas. Tesla had 

only 50 million shares outstanding back in 2010, and 

today has 162 million shares.  Total debt was only $72 

million in 2010, and today it stands at $7.9 billion. The 

expanding share issuance and debt serve to dilute earlier 

investors.  According to Bloomberg, Tesla is on track to 

report a net loss of $1.4 billion* this year. For contrast, 

we are shareholders in a large southern utility, offering 

over a 4% yield, and currently trading below the P/E 

ratio of the broader market. It has paid a dividend for 

278 consecutive quarters, dating back to 1948, equal  

 

to or greater than the prior quarter. Net income was $2 

billion in 2010, and is expected to be $3 billion this year, 

driven by electricity demand in an area requiring cooling 

in the summers and heating in the winters. Electricity 

certainly is not as sexy as satellite rocketry or tubular 

railcars, but 2017 did mark the 16th straight year of a 

dividend increase. We just happen to find the latter 

extremely attractive, if not downright centerfold material. 

Please understand, we are glad that the capital markets 

allow for Tesla to further the bounds of scientific and 

commercial exploration; and those with the risk appetite 

deserve any outsized rewards that might await. Rather 

we see the need for electricity as being a common 

denominator between those two companies, and, for the 

time being, we’ve placed a portion of our chips on the 

one that can show the money to our investors today.   

Immediately following the 2009 financial crisis, risk 

levels were ratcheted down, equity exposures trimmed, 

and cash levels raised. Negative economic conditions 

were prevalent, and the investing mood was pessimistic. 

Now, the S&P 500 Index is seemingly only going to go 

higher, and all anyone needs to do is “buy the index” to 

prosper. Before putting all your capital in an iShares 

ETF, let’s recall the total return (appreciation and 

dividends) for the S&P 500 Index during a few recent 

and quite long stretches of time:    

S&P 500 Index    Annual Total Returns 

12/00 to 12/05       0.2%                                          

12/00 to 12/12   2.1%                                                

12/99 to 12/15        3.2% 

Investors adding money into a passive S&P 500 Index 

fund received 0.2% per year, from 2000 to 2005.  For 

“Someone is sitting in the shade today because someone planted a tree a long time ago.”  
                              ~Warren Buffett 
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the 16-year period, 1999 to 2015, the average annual rate 

of return for the S&P 500 Index was 3.2%, comparable 

to the annual returns on intermediate bonds. As we plan 

ahead for future “shade,” it is important to be mindful 

of market realities, current as well as historic. “Large-cap 

passive” has a portfolio role, and we utilize it as a 

compliment to a cash-flow focused value strategy, but it 

is not a substitute or an exclusive approach in our mind.  

We share this reminder now, in a period of greater 

optimism, as valuations are stretched and more capital 

has rushed into passive equity indexes than ever before.   

The Federal Reserve is back in action with quarter-point 

rate increases at their recent March and June meetings. 

As we strategize for our bond portfolio, we recognize 

the adage that as rates rise the present value of a fixed 

stream of payments falls.  So, wouldn’t it be logical to 

shorten maturities? Well, yes, but not so fast. Our 

portfolios are consistently intermediate (3.5-5.5 years), 

and while the economic evidence points to rising rates, 

it’s unlikely to be sharply rising rates. Additionally, 

despite a dull appearance, bond markets are complex 

and should not all be lumped together in a simple 

duration exercise. The supply of new debt issuance has 

likely been influenced by the record low interest rates as 

corporate and municipal treasurers worked feverishly to 

take advantage of debt’s historical value. And there are 

nuances within credit quality, within capital structures, 

and within sectors.  Also, the starting points and ending 

points can vary greatly for of a wide group of investors; 

think about retirees with laddered multi-year income 

needs, parents saving for a child’s college costs, or 

pensions and insurance firms with more perpetual long-

dated horizons.  Consider that government and agency 

bonds are often currency proxies (held for the currency 

exposure), while high yield and emerging debt segments 

are different animals all together. As such, we have been 

aptly striving to maintain bond durations in most port- 

 

folios, with greater sensitivity to segment weights and 

entry timing.  

Finally, we had the opportunity recently to spend a week 

in Japan, combining business with leisure. Japan is 

enjoying a bit of resurgence on the world stage, with the 

relative stability of the Yen and the 2020 Summer 

Olympics coming into view. Japanese stock exposures 

have historically been modest in our portfolios, in part 

because of the lower dividend yields, but also due to 

concerns over their hefty government budget deficits 

and a corporate reputation for shareholder indifference. 

They have been living in the shadow of China’s growing 

economic might, a fact that may have stoked a 

competitive fire. Unemployment is now below 3%, as 

Prime Minister Abe worked to boost the female worker 

participation level, while discouraging immigration and 

the importation of cheaper labor.  Tokyo is a culturally 

progressive city, under constant creative strain as the 

largest urban area in the world** with 37 million 

inhabitants. All of Japan is benefiting from a sharp rise 

in Asian tourism, and is in the midst of a building and 

infrastructure boom as they prepare to host the 2020 

Olympics.  In contrast to the Brazilian games, we have 

every confidence the Japanese Olympic venues will be 

sturdily built well in advance of the opening ceremonies.  

Demographics are a known weak spot as the population 

is aging and births are declining. And, Japan has to 

import the majority of its oil and gas as it lacks fossil 

fuel resources. Still, the Japanese offer an impressive 

work ethic, a discipline to save, and the willingness to 

invest their capital globally. Those characteristics 

combine to sustain Japan’s position on the economic 

podium. Profitable opportunities appear in many areas 

including real estate, robotics, tourism, financial services, 

and health care.  While not as dynamic as the Southeast 

Asia region, Japan is too important to overlook, and will 

receive more of our investment attention. 

*Bloomberg, TSLA  “FA” Income Statement  6.29.17                                                                                                                                                  

**Source www.newgeography, Largest 1,000 cities on earth As of the end of 2015 
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